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REQUEST FOR REVIEW BY WALNUT HILL TELEPHONE COMPANY
OF A DECISION OF THE UNIVERSAL SERVICE ADMINISTRATOR AND
PETITION FOR WAIVER

Walnut Hill Telephone Company (“Walnut Hill”"), by its attorneys and pursuant to
Sections, 1.3, 32.18, 54.719, and 54.722 of the Commission’s Rules, hereby respectfully submits
this Request for Review of a Decision of the Universal Service Administrator and Petition for
Waiver, nunc pro tunc, of the requirements of Section 32.27(c) of the Rules. Application of the
rule would require Walnut Hill to record certain equipment lease payments to an affiliate at a
fully distributed cost and reduce the company’s high-cost recovery, where the company could
have avoided this outcome by choosing a more expensive leasing arrangement from a third party.
Walnut Hill requests that the waiver include the period of time during which the lease payments
were made in 2004 and 2005 through the present.

As described below, a waiver of the rule is justified, and the Universal Service

Administrative Company’s (“USAC”) decision in Audit No. HC-2009-FL056/Follow-up Audit
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I1. Section 32.27 Requirements

Section 32.27(c) requires that, “For all other services sold by or transferred to a carrier
from its affiliate, the services shall be recorded at no more than the lower of fair market value
and fully distributed cost.” * Subpart (3) of the 32.27(c) further specifies that, “[a]ll services
received by a carrier from its affiliate(s) that exist solely to provide services to members of the

carrier's corporate family shall be recorded at fully distributed cost.”!°

III. Waiver Standard

Section 32.18 sets out the standard for a waiver of the provisions of the Part 32
accounting system. Under that section, waiver is appropriate where “such a waiver is in the
public interest” and the applicant’s request for waiver “expressly demonstrates that: existing
peculiarities or unusual circumstances warrant a departure from a prescribed procedure or
technique; a specifically defined alternative procedure or technique will result in a substantially
equivalent or more accurate portrayal of operating results or financial condition, consistent with
the principles embodied in the provisions of this system of accounts; and the application of such
alternative procedure will maintain or improve uniformity in substantive results as among

telecommunications companies.”

%47 CFR 32.27(c).
19 47 CFR 32.27(c)(3).




The Commission has, on several occasions, waived the accounting requirements of
Section 32.27, where the public interest was served by allowing a carrier to avoid unnecessary
expense,'" albeit under different factual circumstances.

Section 1.3 of the Rules states, in relevant part, that “[a]ny provision of the rules may be
waived by the Commission on its own motion or on petition if good cause therefor is shown.”
According to controlling precedent,' a rule waiver “may be granted in instances where the
particular facts make strict compliance inconsistent with the public interest if applied to the
petitioner and when the relief requested would not undermine the policy objective of the rule in
question.”" The Commission has held that, "a waiver is appropriate if special circumstances
warrant a deviation from the general rule, and such deviation would better serve the public interest

than strict adherence to the general rule.”"

V. Argument

The requested waiver meets the standards of the Commission’s waiver rules and
applicable precedent. Walnut Hill acted reasonably and in an economic fashion when it leased
the equipment at issue from TTIL. However, application of the rule would have the perverse effect

of requiring Walnut Hill to have pursued a more costly alternative for the same services.

"' See, e.g., In the Matter of US West, Inc.: Petition for Waiver of Section 32.27(c) of the Commission's Rules, 15
FCC Rcd 4400 (2000) (granting a waiver to allow US West to use fully distributed cost rather than incur the expense
of a fair market valuation); er of Veri h ies: Petition for Waiv ction 32.27(c
of the Commission's Rules, 17 FCC Red 6997(2002); In the Matter of Qwest Services Corporation; Petition for
Waiver of Section 32.27(c) of the Commission's Rules, 18 FCC Rcd 770 (2003).

> WAIT Radio v. FCC, 418 F.2d 1153 (D.C. Cir. 1969), appeal after remand, 459 F.2d 1203 (D.C. Cir. 1972), cert.
denied, 409 U.S. 1027 (1972). Northeast Cellular Telephone Company v. FCC, 897 F.2d 1164(D.C. Cir. 1990).

"’ See, e.g., In re Joint Waiver Request by Stratophone, LLC & SkyTel Spectrum, LLC, 25 FCC Red 8581, 8587
(F.C.C. 2010) at n54.

"* In the Matter of Request for Waiver of Section 54.611 of the Commission's Rules: Unicom, Inc. Anchorage,
Alaska; Rural Health Care Universal Service Support Mechanism, 21 FCC Rcd 11240, 11243 (2006), citing
Northeast Cellular.




As shown in the list of third-party lease rates obtained by Walnut Hill and provided to
USAC in its letter of appeal,'> Walnut Hill would have paid a greater lease rate for most of the
leased items if it had leased this equipment from a third party vendor.'® Taken in total, the lease
rate from a third party vendor would have been approximately 15% to 20% higher, depending on
whether equipment was leased at monthly or annual rates.

Granting the waiver thus satisfies the public interest requirements of both 32.18 and 1.3.
The Commission’s policy objective in promulgating its affiliate transaction rules was to protect
the public (and underlying rates paid by the public and subject to regulation) from less than
arm’s length transactions which routinely occur in the carrier market. It is surely in the public
interest, then, to avoid the application of the instant rule, where it would otherwise increase the
cost of service.

Specifically, when the Commission last revised 32.27 to include the present language,'’ it
recognized that, “our current treatment of services that are neither tariffed nor subject to
prevailing company prices made generally available may in fact reward a carrier that acts
imprudently when buying ... and selling services to an affiliate.”'® Previously, the rules required
services purchased from a non-regulated affiliate at fully distributed cost, regardless of whether
that figure was higher or lower than fair market value. The Commission was concerned that a
carrier would intentionally pay more for services purchased from an affiliate, despite lower rates
being available from third parties, which would in turn harm rate payers. In this case, the exact

opposite effect is occurring: the rule is discouraging a carrier from paying less for services

purchased from an affiliate, compared to higher rates available from third parties. Grant of the

" See Appendix C at Attachment A.
16
Id
'7 In the Matter of Implementation of the Telecommunications Act of 1996: Accounting Safeguards Under the
Telecommunications Act of 1996, 11 FCC Red 17539, 17541 (FCC 1996).
"% 1d. at §145.




requested waiver would thus reward efficient behavior with consequent benefit for consumers,
consistent with the Commission’s policy.

The remaining requirements of Section 32.18 are satisfied as well. As described above,
waiver is appropriate under Section 32.18 where a carrier shows 1) existing peculiarities or
unusual circumstances warrant a departure from a prescribed procedure or technique; ii) a
specifically defined alternative procedure or technique will result in a substantially equivalent or
more accurate portrayal of operating results or financial condition, consistent with the principles
embodied in the provisions of this system of accounts; and iii) the application of such alternative
procedure will maintain or improve uniformity in substantive results as among
telecommunications companies.

Because Walnut Hill’s affiliate lease payments were less than third party vendor rates for
the same equipment, its choice was economic and warrants a departure from the rule. Moreover,
its lease rates portray more accurate results for the cost of these services in the market, and
should improve uniformity among its peers, since it would not have been artificially imputed to
have utilized an uneconomic alternative. The request rule waiver therefore should be granted.

Walnut Hill also seeks review of the USAC decision. For reasons described in the
foregoing discussion, the Commission should also review and reverse USAC’s decision to
recover funds associated with the leasing arrangements. USAC’s decision to recover the funds at
issue here appears based entirely upon its inability to waive application of the rule as requested
by Walnut Hill. Therefore, grant of Walnut Hill’s Petition for Wavier, nunc pro tunc, will
remedy the issue identified by USAC as grounds for its decision, and the decision should

subsequently be reversed.



V1. Conclusion

For the forgoing reasons, Walnut Hill respectfully requests the Commission grant its
petition for waiver of Section 32.27(c) in the above-described circumstances and reverse the
USAC decision to recover USF amounts associated with the above-referenced equipment.

Good cause exists to waive the requirements of Section 32.27(c) of the Commission’s
Rules because, as discussed above, application of the rule in this circumstance creates a perverse
incentive that runs counter to the Commission’s policy underlying its affiliate transaction rules.
Therefore, the public interest will be served by granting the requested waiver, and the requested
reversal of USAC’s decision.

Since USAC'’s decision to recover the above-referenced amounts is based on its inability
to waive Section 32.37(c), Walnut Hill also respectfully requests the Commission also reverse

USAC’s decision.

Respectfully submitted,

Walnut Hill Telephone Company

BYQ%M:“ &i-\

Benjamin H/ Dickens, Jr.
Salvatore Yaillefer, Jr.
Its Attoraeys

Blooston, Mordkofsky, Dickens,
Duffy & Prendergast, LLP

2120 L Street, N.W.

Suite 300

Washington, D.C. 20037

Tel: 202-828-5540

Filed: December 20, 2011
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DECLARATION OF DEBORAH NOBLES
I, Deborah Nobles, do hereby, under penalty of perjury, declare and state as follows:

My name is Deborah Nobles. I am employed by Walnut Hill Telephone Company
(*'Walnut Hill") as Vice President of Regulatory Affairs. In that capacity, | am familiar
with Walnut Hill’s filings with the Universal Service Administrative Company
(“*USAC™) and its compliance with the Commission’s rules, 1 am also familiar with the
audit conducted on behalf of USAC regarding Walnut Hill’s compliance with the
requirements of the Federal High Cost Universal Service Program for the period of time

considered in the foregoing Request for Review by Walnut Hill of the Decision of the
Universal Service Administrator and Petition for Waiver (“Petition for Review").

In accordance with Commission rule 54.721(b), I have review the factual assertions set
forth in Walnut Hill’s Petition for Review and hereby certify that such factual assertions
are true and correct to the best of my knowledge.

%cborah Nobles

Dated: _ \a /a.a/\\
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USAC N\

Uniwersal St!\vpu' Acdministzative G nnnlny High Cost and Low Inco'me DiY;SiOﬂ

Certified Mail, Return Receipt Requested

Septemtbier 28, 2010

RE:  Results of the Follow-Up Audit to the 2007-2008 Federsl Communications
Commission (ECC) Office of the Inspector General (OIG) Audit

Dear Beneficiary:

Enclosed are the finalized report from, and the USAC High Cost Managemcnt Response
to, the follow-up audit to your FCC OIG audit. Included in the High Cost Maragement
Response may be directives required for the closure of audit findings and/or comments:
Pleasc complete any such follow-up measures and provide documentation of corrective
actions to USAC High Cost within 60 days of recéjpt of this letter, if applu.able

As s the case with any administrative 'decision made by USAC, you have the right to

appeal findings and/or comments within the audit and High Cost Management Response.

You may appeal to USAC or the. FCC, and the appeal must be-filed within 60 days of

receipt of this letter. Additional informatidn about the appeals process may be found at
Jlenwvw usac org'he/about/hling-appeals.aspx,

If you have any questions, pleasc contact the High Cost Program at 202-776-0200 or
heaunditsi@usac.ory. Please direct all High Cost audit currespondence 10 elther the e-mail
address above or;

USAC

Attn: HC Audits

2000 L Street, NW
Suite 200

Washington, DC 20036

Sincerely,

High Cust Program Management

Enclosuce: Final Audit Réport

2009 L Street, NW. Suité 200  Washingien, DC 20035 Vaice 202.776.6200 Fax Z02.776.0080 www.isac.og




Walnut Hill Telephone Company
Follow-up Audit- Number: HC-2009- FLO56
(SAC Number:401729)

Performance audit for 'the-;_UniiferSal_ Service Fund
disbursements made during the twelve-month period
ended June 30, 2007

Prepared for: Universal S‘ervicgi-:’-\dmlinfsg:aﬁvg Company

As of Date: August 4, 2010

KPMG LLP
345 Park Avenye
New York, NY 10154




2. HC-2009-F1.056-F02: Unsupported and Inappropriately Classified Expenses

Condition

Thirty of the 45 expense samples selected for testing were Jdenllf' ed as
exceptions. The details are as [oliows: :

a) Twenty six ol the 30 exceptions related to lease payments, of
$94.717 per month, for Vehicles and Other Work Equipment, made
by the Beneliciary to its pareat company (TTI), were unsupported. [n
addition, these leasc payments were not in compliance with FCC
Rules and Orders governing affiliate transactions and were
determined -using a “[air market value™ rate, when the Rules require
that such transactions be recorded on a fully distributed cost basis.
These expenses totaled $2,117,978; $1,059,010 for 2004 and
$1,058,968 for 2005. '

b) Two of the 30 exceptions related to expenses that were inaccurately
recorded in a regulated account (Account 672015 — Other Expense),
instead of a non-regulated - expense account (Accoant 931145 -
Internet Expense). These expenses totaled $10,776 and were for
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2005.

c) - Twe of thé'30 uccpuons related to expr.nsea thal were inaccuratsly
‘recorded in a ' plant non-specific | ‘account  (Account 672(12 -
Te]ecommm;caﬂgw Expense); instead of a plant specific: dccount
(Account’ 6232 =" Circuit qu;umt ‘Expense). These -expenses
totaled 53_952 and wm for2004:

Criteria According to 47.C-F. R 5312‘1(:}(3). "Allservices received by a carrier -~ :
from its-affjliate(s) that exist sofely fo provide scevices fo members of the
carriec's sorporate family slulilbe recorded: atfully distributed cost 24

In addition, according AT-CFR. §32, 12(d) - aid (b), "The company's
financial records shall be' kept.in accordance with generally acupfed
accounting pnnc:prm 10 the extent periitted by this System of atcounts,
The company's financial recards shall be kcprwllh sufficient partictlarity
to show fully thz facts pc:lammg to all entries in these accounts,”

Further, accmclin- 16 47 ‘CFR. § 54202(e). "ATI higible
telecommunications , carriers -shall-retain _all records required (0
demonstrate fo -anditors that the. s.uppon received was consisteat, with the-
_universal service hl.gh—cost program niles.: These records should, include -
the. fotlowing:_ “data supporting” line count ﬁimgs& historical .customer
records; fiked asset property. accguoting records; general ledgers; ipvbice
copies for the purchase and mabiterance: of cqmpmcnt maintenance
contracis for the ngrad-c or -equipment; and- any other “relevant
documentation. This docunientation must be maintained for at least five i
years from the receipt of funding," - it . , H

Cause ‘The preparation; revicw and approval progesses related 1o the calenlation
of leasc. payments did ‘not -identify he requirément o perform the
caiculamn at fully distributed cost, Iu addition, ﬂw expense reporting
process did mot: identify the requ:rem:nr o propcr]y record ‘costs (o theé "
Appropriate” mgulnted account,or detect: thc wcmdmg of Tion-regulited
amoupts fo mgula:ed m:ooums : &

Effect The &xcepions identified above h.we an impagt ou'HCL, LSS and’ er, $

4 disbursements. The monctary . impact of  this finding. relative™ ‘o
dlsbursr:rmnm made - from the USE .for the HCP, fof thé mclve-momh
period ended June 30, 2007 s estimated as fouuws .

». HCL ﬁlsburaemuts calculated in the 2004 and ‘?005 data submissions
were $249,807 higher than they would have ‘been had amounts heen
reported properly.

» LSS disbursemeénts m]cutawd in: ke 2003 dxta subrmssmn weTe
$41.860 higher than ticy would have béen had amounts been 'reponcd
properly. 4

« ICLS d;s.hursemmls caleulated in the 2004 data submission- were
5156.300 h.igher than they would |J‘.Wc been’ had amounts “beén

reported pmpcrl

Pase 150130 .
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Recommendation The Bencficiary should enhance the preparation, review and approval
processes governing the affiliate. transactions. In addition, the Beneficiary
should éstablish an apprepriate .methodology fo record the expense
amounts tothe appropriate regulaied or non-regulated accounts.

Bencficiary Respanse  The Company takes issue with the first item in this ‘finding. The
Company notes initially that its parcnt Company TTI is & holding
company whose primary functions are:-(1) to search out and eévaluate
potential’ investments in a broad range of telecommunications and non-
telecommunications businesses; and (b) fo.make investments if and when
they are deemed beneficial and appropriste to TTI and:its owners. - Tl is
clearly and obviously not an affjliate of the Company that exists "'solely to’
provide services to jnembers of the [Company's] corporate family.”
Therefore, any leascs or other services received by the Company from
I'71 are not governed by the final seotence of Section 32.27(c) (3) of the
FCC Rules and are not required to be Tecarded solely at fully distributed
cost.

The Company offered to provide KPMG with data rcgm'd.ing the fair
market value of the leases for Vehicles and Other Work Equipment.
provided by TTI to the Company. However, KPMG refused to ‘accept
such daa regarding the fair markct value of the leases and lease
payments.

The Company will provide a mort delailed response to the “Lease
Payment for Vehicles and_ Other Work Equipment™ irem if and when
KPMG properly cansiders fair market value data, and issues a revised
Finding.

The Company agrees with the second item in this ﬁndmg. The Company

has implemented procedures to review and approve the account

classification of charges between the regulated and nonregulated
operations. The secand finding was actually discovered by the Compuny
and corrected within 2005, but the Company did fail to reclassify two
invoices to the nonregulated operations. '

The Company agrees with the third item in this finding. The Company
has Implemented procedures ‘to ‘review and approve the account
classification of vendor invoices. The items: identified in the third finding
were discovered in 2004 by the Company and correcled on a guing
forward basis.

The Company has oot had. sufficient time and has not received
documenzation from KPMG in adequate encugh detsil Lo verify: the
culculations of the impacts of the second and rhird items ot HCL; LSS or
ICLS disbursements.

KPMG Respouse The parent company TT1 provides vehicle and equipment lease services
salely o the Beneficiary. KPMQ requested TT1 and the Beneficiary to
provide documentution supporting the fully distributed cost of the
Vehicles involved in the lease paymenis, which they were unable o
provide.

in add.ludn, nl] findings were formally communicated at the end af

ik ) ' Page 16 of 30
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USAC
unrwrwl Seayive Avkicialive amrnn., ngh Cost and Low Income waswn
By Cerdified Mail, Returm Receipl Requested
October 5§, 2010
Debi Nobles
Vice President, Regulatory Affajrs
Walnut Hill Telephone Company
505 Plaza Circle, Suite.200
Orange Park, FL:32073
Re:  Action to be Takep Resulting from High Cost Audit of Walnut Hill Telephone Company (SAC
401729) Audit Report HC-2009-FL-056, Follow-up Audit to HC-2007-166
Dear Debi Nobles:
A follow-up audit of Walnut Hill Telephone Company for Study Area Code (SAC) 401729 was
conducted on behaif of the USAC Intemal Audit Division (I1AD) and the Federal Communications’
Commissian (FCC) Office of Inspector General (OIG) for the period July 1, 2006 through June 30,
2007. The final report from that follow-up was sent to the company on September 28, 2010.
As is USAC's policy with adverse or disclaimer opinions, the follow-up audit was required to
quantify the monetary effect of audit HC-2007-166 conducted by Deloitte & Touche LLP, The
effect quantified will result in a recovery of $1,594,057 of High Cost support for SAC 401729
Please refer to he audit report for details on.the funds being recovered. USAG will recover these
funds from your December 2010 High Cost support payment, which will be disbursed at the end
of January 2011.
Consistent with current administrative practice, if the recovery amount éxceéds the company's I

disbursement for that month, USAC will conlinye.to offset the remaining recovery amount balance
against subsequent H[gh Cost support disbursements until such time as the full amount is
recovered. If necessary, USAC reserves the right to invoice and collect any remaining amounts
owed.

As is the case with any decision of the USF administrator, you have the right to appeal this
decision directly to the FCC pursuant to 47 C.F.R. § 54.719. The appeal must be filed within 60
days of the dale of this letier as required by 47 C.F.R. § 54.720(a) and must coriform to the filing
requirements of 47 C.F.R. § 64.721. Additional information about the FCC apeeals process may
be found at hitp:/fiwww.usac.org/hc/aboytffilin eals.aspx under “OPTION B.”

‘Sincerely,

Craig Davis
Director, High Cost

2000 L Streel, NUWY, Suite 2000 Weshingten, OC 20038 Vaies 2027780200 Fax 202.776.006L0  www 15ag g

. - . i L k . .









Email: dnobles@townes.net
and

Benjamin H. Dickens, Jr., Regulatory Counsel

Blooston, Mordkofsky, Dickens, Duffy & Prendergast, LLP
2120 L Street NW, Suite 300

Washington, DC 20037

Telephone: (202) 659-0830

Facsimile: (202) 828-5568

Email: bhd@bloostonlaw.com

Decision Appealed

Walnut Hill appeals Finding 2a of the USAC Management Response and the KPMG LLP audit
report, dated August 4, 2010, which states: “Twenty six of the 30 exceptions related to lease
payments, of $94,717 per month, for Vehicles and Other Work Equipment, made by the Beneficiary
to its parent company (TTT), were unsupported. In addition, these lease payments were not in
compliance with FCC Rules and Orders governing affiliate transactions and were determined using a
“fair market value” rate, when the Rules require that such transactions be recorded on a fully
distributed cost basis. These expenses totaled $2,117,978: $1,059,010 for 2004 and $1,058,968 for
2005.”

The USAC Management Response states that: “USAC High Cost management concurs with the
auditor. The Carrier does not have documentation consistent with Part 32 rules necessary to support
account data reported in its filings with the National Exchange Carrier Association (NECA) and
USAC.” The USAC Management Response further states: “As directed by the FCC, USAC is
obligated to implement all recommendations arising from the audits including recovery of funds that
may have been improperly disbursed to beneficiaries. Therefore, USAC will recover High Cost
support in the amount of $447,967.”

Walnut Hill appeals these findings and statements with respect to Other Work Equipment. Walnut
Hill also appeals the USAC determination to recover that portion of the $447,967 associated with its
Finding 2a with respect to Other Work Equipment.

Basis of Appeal

Fair Market Value is the Most Accurate Method to Determine
OtherWork Equipment Expense

USAC has rejected all the lease payments made by Walnut Hill to TTI because such payments were
not based on fully distributed cost. However, it is not reasonable to expect a small company such as
Walnut Hill to purchase the Other Work Equipment identified on Attachment A because this
equipment is capital intensive and it would not be economic for a small company to do so.



Moreover, as shown in Attachment A, the most reasonable and economic course for Walout Hill was
to lease this equipment from TTL. As shown in Attachment A, in most cases, Walnut Hill would
have been charged a lease rate greater than the rate it paid if Walout Hill had leased this equipment
from a third-party vendor. Further, even though the lease rate paid by Walnut Hill was greater than
the third-party rate for a few items of equipment, overall Walnut Hill's lease expense was
significantly reduced by leasing the equipment from TTI. Walnut Hill obtained the third-party lease
rates from Mr. Jimmy Kuykendall of Equipment World Inc., by letter dated June 22, 2010, which is
attached hereto as Attachment B. Therefore, by obtaining a discounted lease rate from TTI for most
of the equipment, Walnut Hill was able to significantly reduce its lease expense for Other Work

Equipment.

Accordingly, the Commission's rule should not be applied in this case. Walnut Hill requests USAC
to consider its fair market value data and issue a revised finding.

II. Coaclusion

Based on the foregoing, Walnut Hill asks USAC to revise its findings as discussed herein.

Respectfully submitted,
WALNUT HILL TELEPHONE COMPANY

. . ;
sy eaginin W Diclins, e, /15
lfénjamin H. Dickens, Jr.
Its Attorney







Attachment B

June 22, 2010

Johnny Ross

Townes Telecommunications, Inc.
120 East 1st Street

Lewisville, AR 71845

Dear Johnny:

Per your request, | have researched rental rates from the 2004-5 ime frame. Please review lhe table below. If there
is anything else | can do, please iet me know.

TEM SEZE WEEKLY MONTHLY HOURLY APPLICABLE

DESCRIPTION CLASS RATE RATE RATE EQUIPMENT {T #a)
AUTOMOBRLES
Small Truck / SUV GVWH < 6,000 LB 3175 $500 58, 89, 28, B6, 14, 50, 62, B8
Full Size Truck / SUV GVWH 6-8,000 LB $285 $050 10, 58, @0, 141
/4 Ton Truck GVWR 8-10,000 LB $350 $1,000 40
1 Ton Truck GVWR =1n,000 LB $425 $1,250 90, 115
TRUCKS / TRAILERS
Truck Tractor GVWR >50,000 LB $675 $2,000 121, 41, 42,
Lowbay Trailer GVWH 70-110,000 LB $500 $1.500 “
Utllity Traller GVWR 20,000 LB $200 $800 01,81, 113, 114,
* Truck Tractor w/ Lowbay (operator & fuel) $200 41
HEAVY EQUIPMENT
Large Crawler Tractor / Bulldozer 200 HP /45,000 LB $2.850 $9,000 51,52
Medium Crawler Tracior / Buldozer 140 HP / 36,000 LB $2200 $6,500 21
Small Crawler Traclor f Bulldozer 80 HP /26,000 LB $1,500 $4,500 68, 38, 38, 123
Loader / Backhoe BO HP /20,000 LB $750 $2,260 69,54, 25, 2,
GENERATORS
Diesel-Powurad, Trallar-Mounted 40-80 KW $575 $2,000 157, 168
Gas-Powered Portable <10 KW $250 $750 148, 150, 152
TRENCHERS
Diesel-Powered, Seif-Propefled 70-90 HP $1,500 $4,500 08, 84
DieselPowered, Selfl-Propelled <TOHP $585 $1,750 o7
MISCEL L ANEOUS
Plate Vibrator $176 $500 &5
Chipper $175 $500 L
Locatar $85 $250 122
RAod Pushar $175 $500 71
Mud Pump $175 $500 L3l
Thank you,
Jimmy Kuykendall

18811 E. Admiral PI., Tulsa, OK 74015-2857, USA

m
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Ms Deborah Nobles

Walout Hill Telephone Company
October 24, 2011

Page 2 of 3

third party vendor. Walnut Hill further asserted that the use of the fair market value is
appropriate in this case and asked that the FCC rule not be applied.'

HC2009FLQ56-F02—Unsupported and Inappropriately Classified Expenses

In this finding, 30 exceptions were identified relating to lease payments. Of these
exceptions, 26 were identified as not having supporting documentation. In addition,
these lease payments were not in compliance with FCC regulations govemning affiliate
transactions since they were determined using the fair market value method and not
recorded on a fully distributed cost basis.”

Walnut Hill asserted that the company is too small to record services at fully distributed
cost and leases its equipment from its parent company at fair market value. In its appeal,
Walnut Hill provided an attachment that outlines what its lease payments are in
comparison to what a third party lease rate would be.” Walnut Hill pointed out that
leasing from TTI is cheaper than leasing from a third-party vendor in most cases and
concluded its appeal by requesting that USAC consider allowing the use of the fair
market value instead of applying the FCC rule on affiliate transactions.

While USAC does not dispute Walnut Hill’s assertion concerning its lease expense, 47
C.F.R. § 32.27(c)(3) specifies that “services received by a carrier from its affiliate(s) that
exist solely to provide services to members of the carrier’s corporate family shall be
recorded at fully distributed cost.” USAC recognizes the carrier’s assertion that it may
“have been charged a lease rate greater than the rate it would have paid if [it] had leased
this equipment from a third-party vendor” other than TTI. However, as KPMG stated in
the audit report, TTI provides vehicle and equipment lease services solely to the
beneficiary,® therefore the carrier is obligated to follow the requirements of 47 C.F.R. §
32.27(c)(3), which obligate it to record the lease expense at the fully distributed cost.

Walnut Hill’s appeal did not dispute its non compliance with 47 C.F.R. § 32.27(c)(3).
Rather, Walnut Hill's requested that USAC consider “[Walnut Hill’s] fair market value

! Letter from Benjamin H. Dickens, Jr. of Blooston, Mordkofsky, Dickens, Duffy & Prendergast, LLP for
Walnut Hill Telephone Company to High Cost and Low Income Division, USAC, dated Nov. 29, 2010,
page 3 (Walnut Hill Appeal Letter).

? Letter and Independent Accountants Report No, HC-2009-FL056 from KPMG LLP to Walnut Hill
Telephone Company, dated Aug. 4, 2010, page 2 (Independent Accountants Report).

Y Walnut Hill Appeal Letter, Attachment A.

¢ 47 CFR § 3227(c)3) (“Threshold. For purposes of this section, carriers are required to make & good
faith determination of fair market value for a service when the total aggregate annual value of that service
reaches or exceeds $500,000 per affiliate. When a carrier reaches or exceeds the $500,000 threshold for a
particular service for the first time, the carrier must perform the market valuation and value the transaction
in accordance with the affiliate transactions rules on a going-forward basis., All services reccived by a
carrier from its affiliate(s) that exist solely to provide services to members of the carrier's corporate family
shall be recorded at fully distributed cost.”).

5 Walrmut Hill Appeal Letter, page 3.

¢ Independent Accounts Report, page 16.
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data”” in contravention of the Commission rule discussed above. USAC is not authorized
to waive FCC rules. Therefore, USAC hereby denies the appeal and will recover
$447,967 in High Cost Support.

USAC Action and Walnut Hill Appeal Rights

In its appeal letter to USAC, Walnut Hill did not appeal the results of HC2009FL056-F01
with a monetary effect of $784,041, HC2009FL056-F03 with a monetary effect of
$312,309, HC2009FL056-F04 with a monetary effect of $53,351, HC2009FL056-F05
with a monetary effect of $33,252, HC2009FL056-F06 with a monetary effect of $6,600
and HC2009FL056-C01 with a monetary effect of $282." These amounts have been
recovered.

USAC hereby denies Walnut Hill’s appeal and will recover of $447,967 in previously paid
High Cost Program support within sixty (60) days of the receipt of this decision through the
monthly disbursement process. If the recovery amount exceeds the current month’s
disbursement, USAC will continue to net the recovery amount against subsequent monthly
disbursements. USAC also reserves the right in its discretion and at anytime to issue an
invoice to Walnut Hill for all or a portion of the amount to be recovered. If any further errors
are found in Walnut Hill’s reporting for the period under audit herein, USAC reserves the
right to recover the financial impact of those deviations.

If i ecision, you may file an appeal pursuant to the requirements
47 C.F.R. Part 54 Subpart I_},Dclmicd instructions for filing appeals are available at
http://www.usac. c/about/filing-appeals.aspx. Submitting a waiver to the FCC

fol]ows the same process as filing an appeal with thc FCC.

//sll Universal Service Administrative Company

7 Walrrut Hill Appeal Letter, page 3,
* Walnut Hill Appeal Letter, page 2.
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VIA HAND DELIVERY

Ms. Marlene H. Dortch

Secretary

Federal Communications Commission
445 12™ Street SW

Washington, DC 20554

RE: Request for Review by Walnut Hill Telephone Company of a Decision of the Universal
Service Administrator and Petition for Waiver
CC Docket No. 96-45

Dear Ms. Dortch:

Pursuant to sections 1.3, 32.18, 54.719 and 54.722 of the Commission’s rules,’ Walnut
Hill Telephone Company hereby submits an original and four copies of its Request for Review
by Walnut Hill Telephone Company of a Decision of the Universal Service Administrator and
Petition for Waiver.

Please do not hesitate to contact the undersigned if there are any questions regarding this
filing.

Respectfully

llefer, Jr.

--.v,;*f-:f_Oi.lj—--—

' 47 CFR 1.3, 47 CFR 32.18, 47 CFR 54.719, & 47 CFR 54.722.




